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Summary

The current LEC price cap plan is riddled with gaps between theory and reality:

The plan assumes that access services are provided in a typical consumer

market, and that lower access rates will automatically produce end user benefits. In

reality, access is an intermediate good provided in a market with one predominant

buyer -- AT&T. This unique characteristic creates powerful incentives for suppliers to

grant undue preferences, and requires that strong non-discrimination requirements for

all access elements be enforced if lower access rates are to produce lasting consumer

benefits.

The plan assumes that access competition will help control

discrimination, while at the same time justifying considerable LEe pricing flexibility.

In reality, access competition is both de minimis (amounting to less than one percent of

the total access market) and asymmetrical (being limited for the foreseeable future to

dedicated transport, which is used predominantly by AT&T). Consequently, access

competition increases LEe incentives to use their already extensive pricing flexibility

inefficiently, by extending discriminatory discounts to AT&T and over-allocating

overhead to captive, smaller IXCs. This is true for transport and tandem switching

today, and will be equally true for other access elements in the future if permitted by

the rules.

The plan assumes existing transport rates are rational and that existing

pricing constraints obviate the need for a permanent rate relationship between different

transport offerings. In reality, the rate relationships between DS3, DSI, and tandem-
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switched transport already are unrelated to underlying costs, and the price cap rules

virtually guarantee that this disconnect will become ever wider.

The plan assumes that tandem switching is physically separate from local

switching, and therefore that the costs of switches used to provide tandem functionality

should be borne predominantly by the small IXCs that use tandem switching. In

reality, tandem switching generally is performed by integrated machines that also

provide local switching, and intraLATA toll switching functionalities.

Because of these shortcomings, the existing LEC price cap plan assures that

access rates will soon become entirely divorced from economic reality. This grave

infirmity in the current rules threatens to undermine each and every goal of price cap

regulation:

The rules discourage efficiency. The price cap plan creates incentives

for LECs to over-invest in transmission capacity, rather than deploying resources to

upgrade switching and expand intelligent network capabilities. Similarly, by implicitly

allowing LEes to use non-uniform overhead loadings -- and therefore to allocate

overhead disproportionately to customers of monopoly access services -- the rules

eliminate the incentive to reduce overllead that would flow from a uniform overhead

loading requirement.

The rules impede innovation. Smaller IXCs historically have introduced

many new products and services before their larger competitors. However, by forcing

smaller carriers to bear uneconomic access rates, the rules will artificially constrain the
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resources these companies can devote to future research, development, and network

upgrades.

The rules restrain economic growth. By permitting above-cost pricing of

monopoly access services, the current plan limits the expansion potential of smaller

IXCs, which are the largest creators of new jobs in the communications industry. The

rules further impede growth by depriving consumers of full and fair price competition

in the long distance market.

The rules frustrate deploy11U!nt of1M Nltionlll i1iformotion i1ffrastrueture.

Smaller IXCs are a fertile source of innovation. Inflated access rates, however, will

prevent these carriers from participating fully in realizing the vision of an

interconnected, feature-rich network of networks. Without such participation, the NIl

will reflect only the vision of the largest IXCs and LECs, inevitably impoverishing the

range of potential capabilities and offerings.

Against this background, the Commission should take a fresh, hard look at its

price cap rules, and recognize that they must be changed if the key goals of price cap

regulation are to be realized. Specifically, the Commission should amend its rules in

two respects in order to preserve the opportunity for fair long distance competition:

• fiat, the Commission should require a permanent, reasonable
relationship between the rates for DS3, DSl, and tandem-switched
transport offerings. This relationship should be based strictly on
differences in capacity, offset by multiplexing costs, after taking into
account individual copper/fiber ratios.

• Second, the Commission should place all switching functions in the same
basket and expeditiously establish a separate tandem switching rate using
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the proven costing methodology adopted in the ONA pricing proceeding
(CC Docket No. 92-91).

In addition, the Commission should not adopt its proposal to group LEC services

according to the perceived degree of competition. Such an approach would

institutionalize discrimination against smaller IXCs, ensuring that they will be made

continually worse off as rates for the competitive access services used predominantly by

AT&T are deregulated.

By taking these steps, the Commission can close the gap between theory and

reality. Modifying the LEe price cap plan as summarized above and discussed more

fully herein will preclude unreasonable discrimination, promote efficiency, foster

innovation, enhance economic growth, and contribute to the deployment of the NIl,

thereby achieving the fundamental objectives of price cap regulation.
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carriers.

FCC No. 94-10 (released Feb. 16, 1994) (WNoticeW).

I. INTRODUCTION

CC Docket No. 94-1

)
)
)
)

COMMENTS OF
COMPETITIVE TELECOMMUNICATIONS ASSOCIATION

The Competitive Telecommunications Association ("CompTel"), by its

Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In reviewing the LEC price cap plan, the Commission must address two

In the Matter of:

Price Cap Performance Review for
Local Exchange Carriers

attorneys, respectfully submits its comments regarding the Notice of Proposed

Rulemaking in the above-eaptioned docket.1 For the reasons discussed herein,

CompTel urges the Commission to reform the price cap plan in a manner that guards

against unreasonable discrimination by the LECs in providing access to interexchange

categories of issues. The Notice focuses solely.on the first category, which

encompasses such matters as the level of the productivity offset, definition of

exogenous costs, delineation of baskets and bands and formula for capping the carrier

common line charge, and relates primarily to the absolute level of access rates. The



second category -- about which the Notice is silent -- concerns the relative level of

access rates charged to different IXCs.

Both categories of issues are important. Nonetheless, the second group -­

pertaining to potential discrimination among IXCs -- has the greatest impact on

competition in the provision of services to end users. If the price cap plan allows or

invites such discrimination, then the absolute level of access charges becomes relatively

unimportant. Weakened competition in the retail long distance market would reduce the

incentive for the largest IXC to pass through access cost savings, and diminish the

ability of smaller IXCs to invest in the development and deployment of innovative,

advanced services.

On the other hand, if the price cap plan precludes unreasonable discrimination,

then consumers will reap the full benefits of lower access rates because long distance

competition will compel the flow-through of such reductions. Moreover, all segments

of the long distance industry will experience efficient investment incentives that will

expedite the deployment of valuable new network capabilities and promote economic

growth.

Because non-discriminatory, cost-based access charges are essential to the

viability of smaller IXCs, CompTel will focus these comments on aspects of the plan

dealing with relative access rates.2 In Section II of these comments, CompTel wi11lay

out the factual and analytical framework within which the Commission should consider

2 CompTel may address abeolute access rate issues in its reply conunents.

- 2 -



Consequently, price cap rules that encourage or even tolerate discrimination would

group LEC access services according to the perceived degree of competition.

expense faced by IXCs, comprising between 40 and 50 percent of total costs.

- 3 -

CC Docket Nos. 91-213 and 91-141 (Switched), respectively.

Notice at para. 33.

4

price cap reform issues. In Section ill, CompTel will suggest changes to the price cap

rules that are necessary for fair long distance competition, and therefore to ensure that

consumers in fact enjoy "lower telecommunications prices and innovative services

......3 Finally, in Section IV, CompTel will explain that it would be imprudent to

The outcome of this proceeding will directly affect the future of competition in

Against this background, the Commission's review of the LEC price cap plan

II. REFORM OF LEe PRICE CAP REGULATION MUST PR.OCEED WITHIN
THE PROPER ANALYTICAL AND FAcruAL FRAMEWORK.

the long distance market and the incentive and ability of IXCs to invest in new

technologies. The LECs derive approximately 2S billion dollars each year from

providing interstate access services. Moreover, access costs are the single largest

injure consumers and frustrate achievement of important infrastructure-related goals.

must be based on a proper understanding of how access services are provided and how

the access and long distance markets operate. In other proceedings dealing with these

issues -- such as the Transport and Expanded Interconnection dockets4 -- the

Commission has based pricing rules on assumptions that have turned out to be



unsupported by the facts. As a result, these rules -- which have become an integral

part of the price cap framework -- do not effectively constrain discrimination.

To ensure that the instant proceeding yields more appropriate policies, CompTel

urges the Commission to act consistently with the following economic and technical

realities:

First. access is an intermediate eood with hilbly concentrated demand.

Decreases in access rates will not benefit consumers unless passed through by IXCs.

Because AT&T bas monopsony power in the access market -- accounting for over 60

percent of demand -- preferential rates extended to AT&T will not, in the long term,

result in lower long distance rates for consumers.

Second. access competition is not sianificant1Y more pmyaJent now than its was

when price cap Te£Ulation WU adQPted in 1990. Almost a decade after the LEes began

warning of the threat of bypass and seeking additional pricing flexibility, competitive

access providers have captured less than one percent of the total interstate access

market (roughly 200 million dollars out of a total market of over 25 billion dollars).

Moreover, the Commission's current Expanded Interconnection rules, which seek to

remove certain barriers to access competition, only benefit users of through-routed

(direct-trunked) transport -- AT&T and, in some areas, Mel and Sprint. For the

foreseeable future, tandem-switched transport (used by smaller IXCs) will remain

completely within the control of the LECs. The Commission must therefore resist the

inevitable entreaties to transform this proceeding into an instrument of deregulation.

- 4 -



Further deregulation is unwarranted, and will remain so until sustainable, effective

access alternatives exist for all interexchange carriers.

Third. the Lees aJrrady enjO,y substantial pricina flexibility. Not only is

further deregulation unjustified at this time, but the LECs already enjoy far greater

pricing flexibility than AT&T had during a similar stage in the development of long

distance competition. The price cap plan, zone density pricing authority, and the

ability to offer term and volume discounts under certain circumstances,s give the LEes

ample ability to respond to nascent competition in the access market.

Fourth. the LEes will Use whatever flexibility they are aiven to discriminate in

favor of AT&T. Given the flexibility to do so, the LECs will limit rate decreases as

narrowly as possible, targeting them to AT&T alone even though declining costs

warrant across-the-board reductions under a cost-based approach. Indeed, such

discrimination abounds in the recently filed 1994 annual access tariffs. For example:

• .BellSouth's 1994 annual access tariff filing proposes to reduce
DS3 mileage rates (for service to AT&T) by 21 percent while
holding DSI and tandem-switched rates (for service to other
!XCs) level. This practice results in implied overcharges to
smaller IXCs of $4.2 million.

• Proposed transport rates by Southwestern Bell and Pacific Bell
would result in implied overcharges to small !XCs of $2.3 million
and $600,000, respectively.

, CompTel baa IOUIht recouicIeratioo of the volume diIocuat autbority ".aecl in the Switched
Expaded Interconnectioa. Order, expWuin, that lIUCh _MIlts for sIau'ed &ciliCies are DOt supported by
economics or souad policy. ~ CompTel Petition for~0Il. cc Docbt No. 91-141
(Switched Phase I), filed October IS, 1993. CompTel urges the Commission promptly to grant this
Petition.
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• U S West would increase short-distance tandem-switched rates
(for services used almost exclusively by small IXCs) by 23-44
percent, while lowering DS3 rates by 4 percent and long-haul
tandem-switched rates (for service used mostly by AT&T) by
almost 6 percent.6

Fifth, there is no teeJmical or economic beaj. for existiol discriminatory

transport rates. There is a single inter-office network, and all transport offerings --

DS3, DSl, and tandem-switched -- share that network. Consequently, the only

justification for pricing a DSI circuit (used by smaller IXCs) at more than 1/28 the cost

of a DS3 circuit is that DSI circuits must be derived through multiplexing.7 The

Commission has never sought information on LEC multiplexing costs, but evidence

6 ~ CompTe! Petition to Reject Or, In The Alternative, To Suspend and Investigate2 Annual
Access Tariffs, filed April 26, 1994.

7 In SWorD testimoIly to the Georp PSC, BellSouth recently responded II follows to a request to
"identify every difference in equipment and facilities used by Southern Bell to provision a OS-1 and a
DS-3":

The typical interoffice fiber liDk conlli. of........ IIiqle mode fiber that
UDder ideal cooditioaa may carry lIipala 25-30 wiIbout die we of repeUer8. The
fiber cable iB temriMted at both aids into fiber wbidl convert OS-3 optical
sipals to electriw sipa).s. If a OS-1 is required, a tbree to ODe multiplexer is placed
on the electriw side of the fiber termiDaJ.. This device tbIIl COBVertI the OS-3 sipal
into OS-1 sipals. 'I'herefore, the difference betweea the provisioning of OS-3 and a
OS-1 is the 3: 1 multiplexer required for OS-1 service.

Southern Bell Response to IAC IDterrolatory No. 11, GPSC Docket No. 4817-U (Feb. 10, 1994).
Southern Bell's witneu, Jerry O. Hsadrix, coafirmed in his oral teetimooy that this response RiB correct
just as is stated," and reiterated that "cUl. for the OSI service aDd the 0S3 service are carried on a OS3
level backbone." Testimony of Jerry O. Hendrix, GPSC Docket No. 4817-U (March 2, 1994),
Transcript at 85 ("Hendrix Testimony").

~ 11I2 Comments of BellSouth, CC Docket No. 91-213, filed Nov. 22, 1991, at 15 and B.IS;
Comments of Bell Atlantic, CC Docket No. 91-213, filed Nov. 22, 1991 It A-4; Comments of NYNEX,
CC Docket No. 91-213, filed Nov. 22, 1991, It 25. 1.IIl_ T...,. Order, 7 FCC Red 7006 (" 47­
48) (rejectinJ arjUlDl!llt that OSI and OS3 facilities are the UIItIe). Of course, SODle OS!s are still
fumithed with copper facilities. Noaetheless, the LECs we fiber for all aew interoffice facilities, and on
a ,om,-forward buis, these are the relevw C08ts. _ ONA Tariffs of Bell Operatin, Compenies, CC
Oocket No. 92-91, FCC 93-532 (Dec. 15, 1993), at 15.
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before the FCC and in state proceedings establishes that such costs are far lower than

the BOCs' DSI rates would indicate, and that DSI pricing reflects disproportionately

high overhead loadings.8

Sixth. existin& tandem switchin& rates include indefensible overhead loadin&s.

The tandem switching function does not generate the bulk of the costs of switches used

for performing this function. Contrary to the apparent assumption of the Commission

in the Transport docket,9 tandem switches are not stand-alone machines dedicated to

this purpose. Rather, the substantial majority of access tandems are collocated in

Sprint~y submitted dMa to the Commiaioa rna ita UDited local operatin, CODlpUIies
showing that wthe correct [DS'1DS1] COlt relatiOlJlbipl are 14.5:1 for a oae-milo _tnnce &Cility, and
23.1: 1 for 10 miles of interoftice tnIDIport, resu1tiq in m ov...u :ndio of 20.3:1. W _ Sprint Petition
for Reconsideration, CC Docket No. 91-213, filed April 4, 1994, at 3. Sprint goes on to explain:

There is no realJOIl to believe the COlt reIMioelhi,. abown in tho&e
submilBiou are lilly different for the RBOCa ad GTE. Sprint bas
often chaU.... tboee carriers to provide ... on this record as to
their own DS3:DSI cost relatioDsbipa, but 110M of theee carriers bas
done so. UDder the circumstances, the most 10Ji<:al inference is that
they cannot rebut the data provided by the United companies.

lsi. at 3 n.S.

Sprint's point is bolIteNd by the tMtimooy of SoudIIrD leU wimeII a.drix before the Georgia
PSC. Mr. H-.drix testifiecl tIIIt Souda prices tnaJpott .-viceI to w..Kin.w the contributioa from
access cua&omers, and tbat WI DOt be re&trictecl in priciq my service to reflect what the COlt is for
DS3. W In addition, Mr. H-.drix abo testified .. followa:

Q. So you're uYUta tbat it's Bell's positiOll that the diffeNDce8 in pricing between these
two options £OS3 and DS1] is unrelated to the cost of providinl the service?

A. As lon, as I cover cost, yes.

This l'CIlpOIUIe plainly revOlls that BellSoudt prices ICCeI8 lIOf'Vicea to exteDd dUcounts to AT&T
and recover most or all overhead from smaller IXCs, which have no competitive alternatives.

9 ~ Transport Rate Structure ad Priein" CC Docket No. 91-213, FCC 91-9 (released Jan. 31,
1994), at 1 13 (WSecond Trmsport OrderW).
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switches that also perform end office functions, as well as concentrating and switching

LEC exchange and intraLATA toll traffic. 10 Consequently, any rational allocation of

costs to tandem switching must acknowledge the multiple functions of the associated

equipment and assure a uniform allocation of overhead among these functions. Once

again, however, evidence adduced in state proceedings shows indefensibly high

overhead loadings on tandem switching. 11

Seventh. the threat of discrimination is not limited to tranaport and tandem

switchioe. Discriminatory pricing arose first with respect to transport elements because

of expiration of the equal charge rule and adoption of a rate structure that grants

excessive and unjustified pricing flexibility. Extension of such flexibility to other

access elements undoubtedly would yield equally pernicious and unwarranted

discrimination.

III. THE COMMISSION SHOULD MODIFY THE PRICE CAP RULES IN
ORDER TO PltESBilVE THE OPPORTUNITY FOR FAIR LONG
DISTANCE COMPB'ITIlON AND ACHIEVE THE FUNDAMENTAL
OBJECTIVES OF PBICE CAP REGULADON.

The laudable goals of the LEe price cap plan are to promote efficiency and

innovation, facilitate economic growth, and further deployment of the national

10 In five Be11South ... where iDformIdiext ext ..... depIoylDlllt hal beeIl JDIlde available, 24 of
29 switches that provide tandem switchin& functiooalities are alao ued IS end office switches.

11 BeUSouth .. coaceded before the GeoIJia PSC ..... FCC-tariffed taDdem switching charge
reflects an overhead Io8diD& &ctor ,...,at« than 5:1. Hendrix Testimony at 101.
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infonnation infrastructure. 12 In two key respects, however -- the failure to require a

permanent, reasonable rate relationship between OS3, OSl, and tandem-switched

transport offerings and to base tandem switching rates on readily discernible costs

-- the current rules are at odds with these goalS.13

A. The Current Price Cap Plan Assures an Ever-Widening Gap
Between RatA and Economic &ality.

1. Tranl,POrt

The LEes use their inter-office transport network, which is shared by all IXCs,

to provide three different offerings: OS3 dedicated circuits (which are potentially

competitive), DSl dedicated circuits (which may be subject to competition in some

areas), and tandem-switched circuits (which are monopoly services). AT&T is by far

the largest user of OS3 capacity. In urban areas, smaller IXCs may have enough

traffic to justify use of one or more OSl8, but not enough -- even were they to

aggregate their demand and purchase capacity jointly -- to require the capacity of a

DS3. In suburban and rural areas, competitive IXCs generally must use tandem­

switched transport.

Under the current price cap rules, all three types of transport circuits are in the

trunking basket. The First Tranmort Order directed the LEes to set initial OS1 and

12 Notice at paras. 2, S.

13 'I1IIMle upecta of die price ClIp ,.. w-. _,'Id ill ...... T=pyt QnW. CompTe! bas
filed a Petition for R.econsidontioI of that Order• .SIR CoalpTel Petitioo for llecoaIideration, CC Docket
No. 91-213, filed April 4, 1994 (-CompTe! Transport Petition for Recoosideration-).
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OS3 rates based on equivalent special access services, with OS3 circuits being priced

no less than 9.6 times the rate for a OS1. The Commission arrived at this ratio

without examining actual costs, and did not investigate whether the underlying special

access rates were just and reasonable. 14 CompTe! urges the Commission, in the

context of this comprehensive review of the LEC price cap plan, to recognize that the

existing rules must be modified to preserve the opportunity for fair long distance

competition.

As an initial matter, the current relationship between OS1 and OS3 rates is

unrelated to cost and blatantly discriminatory. As noted in Section II, above, LEC

testimony in state transport proceedings establishes that OS I and OS3 circuits are

generally provided over the exact same physical facilities, with the only cost difference

arising from use of a 3: 1 multiplexer to derive the individual OSl circuits.

Accordingly, there is an objective basis for establishing a cost relationship between

OS1 and OS3 circuits, and any difference between OS1 and OS3 rates beyond the

multiplexing costs is necessarily due to discriminatory overhead loadings. That is, the

LECs place a proportionately greater amount of overhead costs on non-competitive

services (that will be purchased by smaller IXCs) and a proportionately lesser amount

on potentially competitive services (that will be purchased by AT&T).1s

14 In the Secogd Is ... 0pW, the Comatitaim decided dull the priem, b&DdB OIl these
transport lIOt'Vices would preveat I8&icompedtive CODduct while pIOIDOtiq effie_ priciDJ by the LEes.
Secood IPPIIN'1 Order at pua. 33. Consequently, it stated that the price cap rules -obviat(e] the need
for any petJDIDeJlt fixed reJatiOllllUps betweeIl the rates for specific services. - lsi.

15 ~ examples cited in footnote S, SII.
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Moreover, under the current price cap rulest such discrimination will only

worsen over time. The service bands allow the LECs to raise DS1 and tandem­

switched transport rates by five and two percent a year, respectively, while lowering

DS3 rates by five percent -- or even more in high density zones. Undeniably, such

rate relationships are entirely divorced from economic reality.

2. Tandem Switehin&

The current price cap rules, as modified by the Second TraolJ)Ol1 Order, place

tandem switching within the tandem-switched transport service category in the trunking

basket, rather than putting it in the switching basket. 16 This treatment of the tandem

switching function was strongly opposed by a large cross-section of LEes and !XCs,

and supported in whole only by AT&T and U S West. It is based on the

Commission's mistaken belief that tandem and local switches are physically separate,

whereas in reality tandem and local switching functions generally are performed within

a single, integrated machine. As a result of the erroneous assumption regarding

network architecture, the LEes are free to develop tandem switching rates essentially

without regard for switching costs.

Compounding this mistake, the current rules for pricing tandem switching are

based on the development of a speculative tandem "revenue requirement." The

flexibility inherent in this approach effectively licenses the LECs to allocate grossly

16 Secoqd T""BK'1 Order at para. 13.
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excessive overhead amounts to tandem switching -- and, as explained in Section II, they

are clearly doing SO.17 Because tandem switching is used predominantly by smaller

!XCs, such discriminatory, non-eost based pricing threatens to seriously distort

competition in the long distance market.

B. By Assuring an Ever-Widening Gap Between Rates and Costs,
the Current Price Cap Rules Will Undermine Every Goal of
the Price Cap Plan.

The current price cap plan is plainly inconsistent with the fundamental

efficiency, innovation, economic growth, and Nil-related objectives of price cap

regulation:

The rules will promote inefficieoQ. Because the price cap rules allow the

LEes to set prices without regard to underlyIng cost relationships, they create irrational

and inefficient purchasing and investment incentives. At a 9.6 to 1 ratio, for example,

an !XC has an incentive to purchase OS3 circuits when it has enough traffic to fill only

35.7 percent of the capacity. At a 6.4 to 1 ratio, which the price cap plan would

permit shortly, the crossover point would require enough traffic to fill only 25 percent

of the OS3 capacity. Such artificially inflated demand for DS3 circuits would

encourage the LEes to over-invest in transmission capacity, diverting capital that could

more efficiently be used to upgrade switches and introduce intelligent network

functionalities. In addition, because an unreasonably low ratio between OS1 and OS3

11 .ss fn. 10, IJBD.
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rates allows the LECs to over-allocate overhead to non-competitive services, it creates

no incentive to reduce total overhead. In contrast, a reasonable rate relationship

between different trampon circuit tyPeS would promote efficiency by creating proper

investment incentives and -- by enforcing uniform overhead loadings -- generating

strong incentives for the LECs to enhance efficiency by reducing overhead.

The rules will diminish innovation. Smaller IXCs historically have been

highly innovative, often introducing new products and services well before their larger

competitors. However, because these companies will be forced to pay unreasonably

and increasingly high rates for transport and tandem-switching, they will have fewer

resources to devote to research, development, and deployment of new services.

Similarly, as noted above, LEes will have improper incentives to over-invest in

transmission capacity instead of new network functionalities. In contrast, a reasonable

relationship among the rates for different trampon offerings, and cost-based tandem

switching rates, would create proper investment incentives for both /XCs and LECs and

allow both types ofcarriers to maximize development of valuable new offerings.

The rules will hamper economic m>wth. Small businesses are

increasingly the engine of economic growth, creating more jobs than their larger

counterparts and, by stimulating competition,· reducing prices to consumers. If small

IXCs are forced to pay unreasonable rates for major cost elements of their services,

their growth will be artificially stymied. Competition will be diminished, jobs will be

lost, and consumers will be injured. These effects will be particularly evident in rural

and suburban areas, where smaller IXCs must utilize tandem-switched transport. In
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contrast, cost-based tandem switching rates and a reasonable relationship between the

rates for different transport off~rings would give small IXCs a fair c1lflnce to compete

and grow, maintain tlu! pressure for all IXCs to offer lower rat~s thmstimulat~ demand

generally, and secure the benefits of long distanc~ competition for consumers in rural

and suburban ~rica.

The rules will restrain deployment of the Nfl. The Nil is envisioned as

an interactive, high bandwidth network of networks. Its successful deployment must

not be entrusted to the vision of the large few -- AT&T, the biggest LEes, and the

biggest cable companies, for example -- or the range of capabilities and offerings will

be impoverished. Nonetheless, access pricing rules that artificially hinder the growth

of smaller IXCs will deter investment and therefore prevent a fertile source of

innovation from contributing fully to development of the NIl. In contrast, rules that

assure cost-based, non-discrlminatory access rates wiU preserve the ability ofsmaller

IXCs to help realize the vision of the NIl.

C. The Commission Should Reform the LEe Price
Cap Plan in Two Key Repels.

In light of the foregoing, the Commission should make two critical changes to

the LEe price cap plan:

Em, the Commission should amend the price cap rules to require a permanent,

cost-based relationship between DS3 and DSI rates. The Commission should also
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require the LEes to derive tandem-switched transport rates based on DS1 and DS3

rates, taking into account each LEC's copper/fiber ratio. IS

Second, the price cap rules should treat tandem switching as part of an overall

switching basket, and the Commission should expeditiously direct the LEes to develop

a tandem switching rate based on costs identified using the model for ONA pricing in

Docket No. 92-91. 19 Use of this model will generate cost-based rates and assure

consistency and rationality in the pricing of switching functions.

Taken together, these modifications to the LEe price cap plan will preserve an

opportunity for fair competition in the long distance market and advance each and

every goal of price cap regulation. The are plainly in the public interest.

IV. THE AT&T PRICE CAP EXPERIENCE SHOULD NOT BE A MODEL FOR
LEe PRICE CAP REFORM (Baseline Issue 2 and Transition Issue 3).

The Notice suggests that it might be appropriate to revise the LEe price cap

plan by grouping "services subject to similar competitive pressures in the same

II An alternative but iafwicw IOluQoa would be to .... 21:1 fide reIatiAMbip to 1llltaWiIIl. OSI
floor bued OIl the OS3 rite level, -.I to 1IIe this lite level, ia COli.....with the updated copper fiber
data, to eJtablUh the taDdeaHwitdled traosport floor. If~ deveJoped for OSI or taIldem­
switched trusport, the lower floors would allow competitive I'OIpOIIIOI by the LECs while assuring rates
do not fall below cost. ~ CompTe! Transport Petition for Reconsideration at 18·19.

19 _ CompTel Transport Petition for Reconsideration, at 7:

The Commiuioa. baa alre8dy drafted the blueprint for establiabiD.J the price of an unbundled
switebiDa functioD in CC Docket No. 92-91 reprdiD.a the Open Networlc Architecture tariffs of
the RBOCs. In that proceeding, the Commissioo required the RBOCs to bae rates for
switchina BSEI 011. fOrwud-lookina (or ptOIpeCtive) direct <XNItI plua reuoaab1e, Ulliform
overheads. The CommiIaion riaorousIy reviewed the RBOCs' cost estimates and rejected
excessive direct costs IDd overhead loadings.
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baskets," as the Commission did with respect to AT&T.20 CompTel urges the

Commission not to group LEe services in baskets defined by the perceived degree of

competition. Although this approach would be superficially symmetrical with the

AT&T price cap model, the Commission must recognize that AT&T and the LECs

operate in entirely different markets. Accordingly, the Commission's experience with

deregulating AT&T is not a valid precedent for relaxing regulation of the LECs.

AT&T operates in a retail market with widely dispersed demand. In that

setting, the Commission's policy of grouping more competitive services separate from

less competitive offerings theoretically allowed the Commission to deregulate high-end

business services without creating risks for residential and small business customers.

Pursuing the same practice in the access market would gravely affect long

distance competition. To the extent effective competition develops for access services,

that competition will be to serve AT&T, which has half again as much demand as all

its competitors put together. Isolating more competitive from less competitive access

services consequently would license the LEes to discriminate, lowering costs for

AT&T while raising (either absolutely or in relative terms) costs for its smaller rivals.

Such discrimination, as discussed in Section IT above, is unsupported by underlying

cost differences and inconsistent with the long-term interests of consumers of long

distance services. 21

:lO Notice at para. 41; .. _ iii. at para. 37.

21 For these re&IODI, CompTel also urges the~ not to -rebalance- LEe baskets in
response to chan,. in future market conditions. ~ Trmsitioo IIJ8Ue 3, Notice at para. 97.
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The more appropriate model for LEe price cap reform is to assure that all IXCs

share in the efficiencies generated by new technology and the emergence of competition

for AT&T's access business. If AT&T alone enjoys a reduction in its access costs -­

even though the decrease reflects cost changes associated with a shared interoffice

network used by all IXCs -- then consumers will not benefit from access competition.

AT&T would either keep such cost reductions to itself or, more likely, pass a portion

of them through in the short term in order to undercut competition. In either event,

consumers will enjoy no long-term benefits, competition will be diminished, investment

incentives will be undermined, and economic growth opportunities will be forsaken.

The Commission can avoid this scenario by keeping potentially competitive (OS3), less

competitive (OS!), and monopoly (tandem-switched transport) services in the same

basket, and adopting appropriate pricing rules as discussed in Section II, above.

v. CONCLUSION

For the foregoing reasons, CompTel urges the Commission to assure that its

LEC price cap rules reflect underlying economic and technical realities and promote

efficient pricing and investment. Specifically, the Commission should require a

permanent rate relationship between DS3, DS1, and tandem-switched transport rates

that reflects LEC multiplexing costs and copper/fiber deployment. In addition, it

should place tandem switching and local switching in an overall switching basket and

use the model developed in the ONA Pricine docket to develop tandem switching costs.
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Finally, the Commission should not realign the price cap baskets by grouping

potentially competitive services separately from non-competitive services.
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